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This study investigates the current general situation of China‘s outward FDI, its 
characteristics and geographical and sectors distribution. On the basis of current 
situation of outward FDI in China, the main determinants of outward FDI both in 
China and Japan has been evaluated. The focus is the main determinants in the 
home countries, the extent to which those main determinants affect the volume 
and growth of outward FDI in China and in Japan separately. In addition, the 
differences of outward FDI in China and Japan have been analyzed. Base on the 
differences of outward FDI between China and Japan, some shortages of China‘s 
outward FDI have been evaluated. At last, based on the problems of outward FDI 
in China, some development strategies have be proposed.  
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Chapter 1: Introduction 
1.1. Research Background 
The emergence of China as a global economic powerhouse is now widely 
recognized, especially since the entry of WTO in 2001, China‘s GDP keeps 
increasing by 10% in average per annum. The sustained economic growth in the 
last decade is partly driven by the absorption of inward foreign direct investments 
(FDI) and rapid expansion of exports. In 2004, China surpassed United States as 
the leading destination for FDI, constituting 9.4% of global overseas FDI. (Woo 
and Zhang, 2006) Actually, the burgeoning of China‘s economy started with 
opening up and reform policy three decades ago. In the first two decades of 
opening up and reform, the emphasis of policy is on the absorption of inward FDI 
and advanced technology and management skills. For example, lawmakers in 
Chinese government enforced ―markets exchange for skills‘ policy to encourage 
inward FDI. After three decades development, Chinese enterprises, including 
State-Owned Enterprises (SOE) and private firms, under the relatively loose and 
open economic environment, are flourishing rapidly.  
 
In addition, China‘s outward foreign investments (OFDI) also make an increasing 
contribution to the sustained economy growth, because OFDI is positively 
influenced by a country‘s economic development (Liu et al, 1997). In the last 10 
years OFDI by emerging economies including China has become significantly 
remarkable and widespread. Based on the data reported by WIR (2008), OFDI in 
emerging and developing markets climbed to $304 billion, accounting for 36.51% 
growth from 2006. China‘s outward foreign direct investments (OFDI) in 2008 
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reached to $521.5 billion, increased by 96.7%, in which non-financial FDI are 
$406.5 billion, rising 63.5%, financial FDI realized $115 billion, 5.9 times than 
2007. China‘s ranking in the global FDI increased from the 10th in 2007 to 6th in 
2008. Since 2006, China has topped at OFDI among the developing countries. The 
trend of rapid growing in overseas participation is like to continue and be more 
apparent. In recent years, Chinese firms are expending their production and sales 
networks abroad (Hiratsuka, 2006). Up to the end of 2009, more than 12,000 
home enterprises have established and invested 13,000 firms overseas, 
distributing in more than 177 countries and regions. 
 
The vibrancy of China‘s OFDI catches economists‘ and theorists‘ attentions both 
home and abroad. It is noteworthy that China‘s economy follows a gradual 
development path, which is unique and different from other transitional economies. 
Specifically, large state-owned enterprises and inland districts did not significantly 
reform, but incremental changes occurred elsewhere. Privatisation is gradually 
permitted outside significant industries. Inward FDI by using forms of entry mode 
with gradually higher level of foreign ownership and control is permitted (Liu et al, 
1997). On the other hand, enterprises‘ overseas expansion in emerging economies 
including China has deviated from the traditional internationalization path. In 
specific, people possess different views about both the emerging markets and new 
multinational enterprises (MNEs). Firstly, Guille ń and Garcı´a-Canal (2009) 
provide the main characteristics of the new MNEs in emerging markets including 
China. The primary feature is their accelerated pace of internationalization 
compared to MNEs in developed countries. Secondly, as late comers, lacking the 
resources and capabilities, new MNEs are forced to upgrade their resources and 
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capabilities to catch up the traditional rivals, spontaneously, they also have to 
speed up the international expansion. In regards to political capabilities, new MNEs 
can quickly accustom to weak and unstable institutional environments. That is the 
reason that Chinese enterprises successfully expand their businesses in Africa, 
from oil and mining to infrastructure sectors. The fourth feature that new MNEs 
following a dual internationalization path, is to expand both in developing and 
developed countries, different from traditional internationalization path. The 
Uppsala Model points out the internationalization process, which is that firms 
proceed along the internationalization path in the form of logical steps, based on 
their gradual acquisition and use of information gathered from foreign markets and 
operations, which determines successive greater levels of market commitment to 
more international business activities. The theory also stressed another pattern of 
internationalization. That is, firms entering new markets involve successively 
greater psychic distance. Psychic distance is defined as differences in language, 
culture, political systems, and such which disturb the flow of information between 
the firm and the market (Axinn and Matthyssens, 2001). The last characteristic is 
that new firms enjoy high organization adaptability because they do not have to 
face the inertia and path dependence that traditional MNEs suffer from because of 
their deeply ingrained culture and organizational structure. 
 
Until now, economists, researchers, lawmakers have made a large amount of 
research on China‘s outward FDI totally based on three types of data: aggregate 
national level data on FDI, survey-based data, and case studies (Wang and Zhao, 
2008) Specifically, some focus on the evolution of institutional policies and 
regulations with the development of OFDI (e.g. Luo et al, 2010; Moran, 2003; 
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Buckley, et al, 2002 ); some focus on the characteristics of OFDI(e.g. Zhan, 1995; 
Wang and Zhao, 2008; Woo and Zhang, 2006 ); some show interest in the 
prospective and trends of OFDI (e.g. Wei, 1996;); some emphasise the 
relationships between OFDI and GDP (e.g. Liu et al, 1997). However, most of 
recent researches on OFDI are confined in the internal data within China; 
Comparative analysis on outward FDI between China and other economic entities 
is still lacking (Pradhan, 2011). Personally, I think if making comparisons with 
other countries, we can better know how China‘s OFDI have developed, what have 
not been done, what should be improved, how OFDI is structured.  Pradhan (2011) 
made a comparison of Chinese and Indian OFDI, both as the emerging economies, 
in terms of examining the regional determinants of OFDI, investment motivations 
and internationalization process. Inspired by Pradhan (2011), my research is to 
focus on the ―quality‖ of current OFDI in China, including the characteristics of 
China‘s outward OFDI stock and flow, its geographic and industrial distribution, 
outward FDI in the main entities, the composing of investors, and the other 
economy entity: Japan. By comparing the quality of OFDI, we can clearly identify 
the gap on the ―quality‖ of OFDI between China and Japan. The way to examine the 
―quality‖ of OFDI is mainly to compare how the determinants of outward FDI affect 
the growth of FDI.  
The paper aims to assess the characteristics of Outward FDI in China and Japan. 
Obviously, although Outward FDI has been investigated deeply both in China and 
Japan by many researchers, comparative studies based on developed and 
developing countries are still deficient.  Although there are obvious differences of 
both institutional and historical environments and China‘s OFDI development paths 
are different from the traditional enterprises including Japan, the development 
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mode and OFDI structure can draw a lesson for China‘s OFDI. In the process, we 
can also get some sensible tips that how China should standardize and advance its 
OFDI. Specifically, I would prefer to make comparison of outward FDI between 
China and Japan, since that both of which are the main economies in East Asia. It 
is widely known that China‘s outward FDI in recent years is similar to that in Japan 
in 1960-1980, and that in South Korea in 1990s. It is evident that the structure of 
outward FDI has to experience the process from simplification to complexity 
geographically and sectorally. What should be noted is that China‘s outward FDI is 
still in a lower stage of outward FDI than Japan and South Korea, which is 
experiencing the stage that Japan has passed. In each stage, it is inevitable for 
every country to be encountered with various problems and unnecessary mistakes. 
In this case, we can track the characteristics of Japanese development road, 
analyse how they tackle the same problems we are facing. After that, on account of 
the shortages of China‘s outward FDI, some possible development strategies can 
be indicated and recommended. Based on the structural simplification of China‘s 
outward FDI, I would prefer to recommend that China‘s outward FDI should reform 
and innovate both by government policies and by the innovation of Chinese 
enterprises, in specific, which are innovation, liberalization and diversification. 
 
1.2 Research questions and objectives of the study 
On the basis of the discussion above, this paper mainly examine the following three 
questions. 
Objective 1. What is the current general situation of China‘s outward FDI, its 
characteristics and geographical and sectors distribution.  
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Objective 2. What are the main determinants of outward FDI both in China and 
Japan?  I would prefer to analyse the main determinants in the home countries. 
How do such main determinants affect the volume and growth of outward FDI in 
China and in Japan separately? 
Objective 3. What are the differences of outward FDI in China and Japan, Why they 
have such differences, and based on the differences, is there any good lesson we 
can learn from Japan. In other words, on the basis of similar problems Japan has 
experienced that China is encountering, some development strategies would be 
proposed.  
 
1.3. Structure of the study 
Specifically, this paper consists of seven chapters. Chapter one is introduction, 
describing the background of China‘s OFDI development, objectives of the study 
and the structure of this study; Chapter two is literature review, presenting FDI 
theories, current OFDI motivations as well as the evolution of china‘s government 
policy. Chapter three uncovers the characteristics of China‘s outward FDI, in 
specific, i.e. the current general situation of China‘s outward FDI, its geographical 
distribution and its sectors distribution; Chapter four introduces the research 
method, including the regression model, data description, dependent and 
independent variable and estimation method. Chapter five discusses the 
regression results, exploring how the variables used above affect outward FDI both 
in Japan and in China. Chapter six would be focused on the current shortages of 
China‘s outward FDI based on the comparison of FDI between China and Japan, 
and then recommend some development strategies both the government and the 
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firms in China should strive to do. Chapter seven concludes the findings and also 
























Chapter 2 Literature review 
2.1. Theoretical framework 
In this section, several theories of FDI will be reviewed. These theories explain the 
phenomena of outward FDI in China from three complementary perspectives. The 
first theory, as known as the eclectic paradigm, combines OLI advantages into a 
single holistic explanation of FDI. Another set of theories, were to explain 
post-World War II international trade and investment in manufactured goods 
(Vernon, 1966; Abernathy and Utterback, 1975; Klepper, 1996). Specifically, the 
theories attempt to explain the reason why firms in the same industry engaging in 
FDI at the same time and the reason why certain locations are preferable places for 
FDI as targets rather than others (Hill, 2011). The third theory points out the 
common process of FDI for multinationals. 
 
2.1.1. Dunning’s OLI framework 
The OLI framework, developed by Dunning, as known as the eclectic paradigm, is 
widely known as the dominant analytical framework as the theoretical foundation 
for other economic theories of the determinants of FDI and MNEs‘ foreign activities 
(Dunning, 2000). According to Dunning‘s eclectic paradigm, the phenomena of 
MNEs activities are dependent upon the interaction of three sets of interdependent 
variables. The first is ownership advantages (O), a foreign firm must have a unique 
advantage which overcomes the disadvantages of competing with domestic firms 
in their home markets. All other things being equal when a firm being investing in 
a certain host country, competing with local firms, the greater the ownership 
advantages they possess, the greater their possibility of succeeding in investment. 
Ownership advantages include the ability of accessing to superior technology, 
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information and know-how; management and organization techniques; access to 
finance; firm size; privileged access to raw materials. For example, Chinese firms 
have more ability to deal with the regulations and policies in Africa than European 
and American firms. In recent years, Chinese firms are stepping up to invest in raw 
materials in Africa. In 2002, Sinopec, China‘s second largest oil company bought a 
75 percent stake in an oil field in North Africa for $394 million (Salidjanova, 2011). 
In addition, leaning advantage, i.e. self-reinforcing effect of operating 
multi-nationality is also an additional ownership advantage for investing firms 
(Hymer, 1972). Those firms have the following three abilities that ensure their 
competitiveness in the global markets. First, those firms can enhance operational 
flexibilities by offering wider opportunities for global sources of inputs; Secondly, 
they can provide more favorable access to international markets; lastly, they an 
increase ability to diversify, spread and reduce risks (Pitelis, 2000). 
 
The second sub-paradigm of OLI tripod, i.e. location-specific advantage (L), also 
influences the strategies whether an investing firm should establish its business 
operation in the targeting foreign market. Location-specific advantage has to 
follow the rule that undertaking the business activity must be more profitable in a 
foreign location than undertaking it in a domestic location. Dunning illustrates that 
the advantages that arise from utilizing resource endowments or assets that are 
bundled with particular host country and that a firm finds profitable and valuable to 
associate with its own comparable assets such as technological uniqueness, 
know-how, management skills, distribution channel (Dunning, 1988). 
Location-specific advantages exist for the reason that natural resource and other 
inputs not equally distributed around the world, which is why Chinese 
Multinationals hunger for the resources in Brazil and South African countries. The 
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second is the tariff and non-tariff barriers to trade. British Virgin Islands and 
Cayman Islands have been considered as the tax havens for Chinese firms recent 
years, and those two regions ranked as the top two recipients of Chinese outward 
FDI in 2009, both accounting for 6% of Chinese outward FDI stock (Salidjanova, 
2011). In addition, investment climate is also an important determinant. Hill (2011) 
takes Silicon Valley in the U.S. as a good example, and he mentions that Silicon 
Valley has long been known as the epicentre of the computer and semiconductor 
industry. Many globally renowned electronic firms and semiconductor companies, 
such as Apple Computer, Hewlett-Packard, and Intel, headquartered in the Silicon 
Valley region of California. According to Dunning‘s theory, Silicon Valley gathered 
the most excellent talents all over the world; Hill (ibid) avers that ‗knowledge 
related to the design and manufacture of computers and semiconductors is being 
invented in Silicon Valley that incomparable anywhere else in the world.‘ For such 
reason, Lenovo in China, also locates headquarter in the U.S.    
 
Regarding to internalization advantage (I), according to Dunning‘s arguments, the 
firms must benefit more from controlling the foreign business activity than from 
hiring an independent local company to provide the service. Internalization 
advantage was originally based on transaction cost theory, which was applied to 
transnational corporations by McManus (1972), Buckley and Casson (1976) and 
Hennart (1982). The core conception is that firms will expand across borders 
because the transaction costs incurred in international intermediate product 
markets can be reduced by internalizing them within the firms. Therefore, 
internationalization is the outcome of firms seeking to minimize transaction costs 
that arise due to market imperfections. Dunning (2000) avows from its eclectic 
paradigm that ‗the greater the net benefits of internalizing cross-border 
 16 
intermediate product markets, the more likely a firm will prefer to engage in 
foreign production itself, rather than license the right to do so, e.g. by a technical 
service or franchise agreement, to a foreign firm. 
 
2.1.2. Product life cycle theories 
Before the research on China‘s outward FDI sector distribution, it is imperative to 
review product life cycle theory, which can explain why current outward FDI in 
China is distributed in certain proportion. Raymond Vernon (1966) initially 
proposed the product life cycle theory to explain post- World War II international 
trade and investment in manufactured goods.  
 
The core idea of Vernon‘s product life cycle theory is that the country of 
comparative advantages and trade flow changes as the products mature and the 
nature of competition changes. Vernon argued that a very large proportion of new 
products were initially produced in the U.S. So that it is believed that the first 
mover enterprises prefer to locate their factories close to the market and to the 
enter of decision making, due to the uncertainty and risks from the new products 
(Hill, 2011).  
 
While the location of production and the direction of exports and imports change, it 
could be the same firm that produces the good but moves production across 
countries in order to maintain competitiveness and market share by taking 
advantage of different countries‘ production characteristics (Vernon 1966). 
Specifically, overtime the comparative advantage of production of the product 
shifts between countries identified by their level of income and development. The 
markets in other advanced countries such as Japan, Germany, France and the UK, 
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represent great demand for the product. Therefore, the U.S. enterprises prefer to 
establish subsidiaries and factories in those advanced home countries. 
Consequently, over this period, the production of this product in these advanced 
countries becomes more competitive than in the U.S., such product begins to 
export to the U.S. instead of importing from the U.S. 
 
As products mature both in the U.S. and other advanced countries, both the 
optimal production location and the location of sales change, and the products also 
become more standardized. The cost and price become the main competitive tools 
for the producers. Based on the lower labor and infrastructure costs, the location of 
production is preferable in the developing countries. 
 
In total (see Figure 8), the trend for the world trade is that over time the global 
production will switch from the U.S., then to other advanced countries, lastly get 













Figure 8. The Product Life Cycle Theory 
 
 Source: Adapted from R.Vernon and L.T. Wells, The Economic Environment of 
International Business, 4th ed. 
 
2.1.3. The Uppsala model 
The previous two sets of theories explains the advantages of FDI activities, in this 
part, I‘d prefer to review the Uppsala model, which explains the 
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internationalization process. The reason I put this theory as one of the foundations 
of my research work, because it can explain the characteristics of China‘s outward 
FDI in some degree. The Uppsala Model (Johanson and Wiedersheim-Paul, 1975) is 
dependent upon the resource-based view that is originated from the classical 
theory of the firm (Penrose, 1959). The theory includes the ‗chain of 
establishment‘ and ‗the internationalization process model‘ (Axinn and 
Matthyssens, 2002). Johanson and Vahlne (1977) point out the definition as 
follows: 
 
‗…The firm proceeds along the internationalization path in the form of logical steps, 
based on its gradual acquisition and use of intelligence from foreign markets and 
operations, which determine successively greater levels of commitment to those 
overseas destinations…‘ 
 
In the Uppsala internationalization model, firms investing overseas normally follow 
four distinct stages along with its gradual development process, which are shown 
as follows: ‗(1) no regular export; (2) export via independent representatives; (3) 
establishment of an overseas sales subsidiaries; and (4) foreign 
production/manufacturing.‘ (Moen and Fields, 2002) Firms shoulder greater risks 
and commitment as each stage goes. It is common for firms to develop their 
domestic markets, as they are competitive enough and be successful in their home 
countries, internationalization would be considered. At the first stage, export is 
costly for manufactured firms, but is least risky. With the expansion abroad, 
subcontracting with local firms in host countries will be conducted. For example, 
Boeing outsourced parts of its intermediate products to Japanese companies. With 
more resource commitment abroad, firms finally will establish subsidiaries by joint 
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venture or expand by wholly owned subsidiaries. 
 
In addition to the increasing resource commitment in foreign markets, the Uppsala 
model also explains another pattern of internationalization. Firms entering new 
markets involve successively greater psychic distance. Psychic distance is defined 
as differences in language, culture, political systems, and such, which disturb the 
flow of information between the firm and the market (Moen and Fields, 2002). This 
means that the firms will start their expansion strategy in the countries or regions 
where the culture and markets are mostly similar to their domestic countries, and 
thereafter continue to penetrate in markets with greater and greater psychic 
distance. Hofstede (1994) clearly and systematically explains cultural difference in 
different parts of the world in four dimensions: power distance, masculinity, 
uncertainty avoidance and individualism.  
 
Specifically, Power distance examines the extent to which less powerful members 
of a society accept that power is distributed unequally. Masculinity indicates the 
gap between men‘s values and women‘s values. Uncertainty avoidance states the 
extent to which people feel threatened by uncertainty and ambiguity and tries to 
avoid these situations. Individualism is contrast of collectivist cultures, examining 
how much people belong to in-groups who look after them in exchange for loyalty. 
Usunier (2009) sketches out cultural differences according to the context and the 






Figure 9: The contextual continuum of differing cultures 
 
 
2.1.4. Limitations of conventional theories  
The key conventional theories above can offer practical guidance to firms investing 
overseas to some extent. However, firms‘ international expansion is more 
intensive than before (Axinn and Matthyssens, 2002). Furthermore, most of the 
conventional theories are based on the research on the U.S. and other advanced 
countries. When explaining firms‘ internationalization in emerging countries, 
including China and India, some deviation is inevitable. Before the research on 
China‘s outward FDI, it is necessary to point out the limitations of such 
conventional theories to ensure the research be guided on an accurate way. 
 
Limitations on traditional theories on their own 
What should be firstly noteworthy are the limitations on those conventional 
theories themselves. Dunning‘s OLI framework seeks a unified explanation of FDI, 
but it is just a list of factors rather than an explanation itself (Taylor and Thrift, 
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1986). And also, Cantwell (1995) is critical of the foundations of internalization 
advantages, which is proposed by internalization theory (Penrose, 1959; Buckley 
and Casson, 1976; Rugman, 1981). He argues that internalization advantages are 
based on static view in which costs are exogenously given to the firm. Furthermore, 
he also developed the analysis of location and ownership advantages, in his 
opinion, both of which are endogenous to the firm. While firms can actively seek 
out and create competitive advantage through innovation and technological 
accumulation.  
 
Canwell (1995) also criticizes product life cycle theory. He argues that PLC theory 
is based on two core hypotheses: first, Innovations are almost always located in 
the home country of the parent company, and usually close to the corporate 
technology headquarter. Second, international investment is led by technology 
leaders in order to increase their share of work markets and world production. 
 
His empirical research on patent data supports hypothesis one but rejects 
hypothesis two. In addition, the theory is primarily based on the experience of 
large U.S. corporations and manufacturing, therefore seems a little bit simplistic 
and stereotyped. Service sectors haven been applied in to prove its accuracy. 
 
The Uppsala model is also challenged by many firms‘ rapid internationalization 
process that is not consistent with the theory, which is called born global 
companies (Lindqvist, 1991). Knight (1997) also criticizes that born global firms 
are prevalent among high-tech industries, which is difficult to explain the Uppsala 
model. Furthermore, some companies also did not follow the psychic distance 
pattern. For example, Starbucks in the 1990s established its first overseas shop in 
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Japan rather than the countries having the most similar culture with the U.S. 
 
Evolving environmental changes 
Most theories of internationalization are based on the industrial economics since in 
the 1930s, and developed with the evolving of the U.S. firms‘ internationalization 
and European firms‘ expansion in other countries. Furthermore, each theory was 
introduced and developed within a specific environmental context to explain some 
certain firms‘ activities (Axinn and Matthyssens, 2002). 
 
Over the last several decades, the world economy has been evolving dramatically 
and intensively. Firstly, the technological innovation in telecommunications makes 
inter- and intra-firms communicate and cooperate at an unprecedented more rapid 
pace than before, which push the speed of firms‘ internationalization. Secondly, 
international cargo development makes the transport of goods more convenient 
and efficient. Furthermore, production process advances makes production more 
cost-effective (Axinn and Matthyssens, 2002). Lastly, emerging countries‘ markets 
are opening up and booming rapidly, which change the global economic context. 
 
On the other hand, to promote international trade between countries, many 
economic areas and organizations have been established. For example, to reduce 
the trade barriers, many countries create market agreements like NAFTA in 
American countries, ASEAN in Southeast Asia, and EU in Europe. Some 
organizations like WTO, IMF are built up to deal with trade disputes and make trade 
agreements among members. 
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2.2. Evolution of governmental policies and regulations on China’s 
outward FDI 
China‘s outward FDI started at the beginning of 1980s after the enforcement of Mr 
Deng Xiaoping‘s opening up and reform policies. Since then, the evolution of 
China‘s outward FDI has been widely thought to experience 4 stages: stage 1 
(1979-1985), stage 2 (1986-1991), stage 3 (1992-1998), stage 4, (1999-present) 
(Wong and Chan, 2003; Salidjanova, 2011). However, Luo et al (2010) divides the 
period into 3 stages, which is similar to the previous classification except that they 
do not put stage 1(1979-1985) in for the reason that there is no substantial change 
in the policy and significant growth on China‘s outward FDI.  
 
During the first stage (1979-1985), China just cracked down on domestic unrest 
caused by 10-year Cultural Revolution, Chinese officials begun to concentrate on 
economic construction in order to withdraw from the almost lasting 20-year 
political dispute. At the beginning of reform policy, most significant decisions were 
still guided or influenced by plan economic thoughts; therefore, OFDI was under 
tight control of Chinese government and monopolized by state-owned enterprises, 
as well as provincial and municipal economic enterprises (Salidjanova, 2011). 
During this period, the scale and range of OFDI was limited and so small, only 189 
investment projects were approved and the total investment is only around $200 
million in total (Havrylchyk and Poncet, 2007). 
 
During second stage (1986-1991), formal regulations on OFDI have been 
promulgated, and whether OFDI are ‗Fresh Flowers‘‘ or ‗‗Poisonous Grass‘‘ was 
warmly discussed by Chinese lawmakers (Luo et al, 2010). Compared to the first 
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stage, more enterprises were given opportunities to go overseas, including private 
firms, provided that they had sufficient capital and suitable foreign partner 
(Salidjanova, 2011).  Due to the fact that Chinese firms were fresh in operating 
overseas, liberalization on investment abroad were still limited (Buckley et al, 
2007). For example (Table 1), Measures for Foreign Exchange Control relating to 
Overseas Investment was issued to confine Chinese firms‘ overseas investment; 
The source of funds for OFDI and the foreign exchange risk were assessed by The 
State Administration for Foreign Exchange (SAFE); OFDI projects should be 
evaluated and ratified by National Planning Commission (NPC) or the State Council 
(Luo et al, 2010). During this period, 891 OFDI projects were approved and the 
amount of OFDI reached to $1.2 billion (Héricourt and Poncet, 2009). 
 
Table 1: The evolution of China’s OFDI policies and regulations 
ID Regulators Enunciator Time 
issued 
Key points 
1 Circular Concerning 
Approval Authorities and 




The first regulation on Chinese OFDI 
2 Circular Concerning 
Approval Procedures for 




(1) Lays out the principles for the 
regulation of OFDI; (2) opens OFDI 
for all economic entities with 
financial resources, foreign joint 
venture partners, and relevant 
capabilities 
3 Provisional Regulations 
Governing Control and 











(Table 1, continue) 
ID Regulators Enunciator Time 
issued 
Key points 
4 Measures for 
Foreign Exchange 





(1) SAFE evaluate the source of funds to 
be invested abroad as the foreign 
exchange risk; (2) 5% of the OFDI rum 
has to be deposited in a special account; 
(3) profit earned abroad should be 
remitted back to China 
 








Detailed regulations enumerated in the 
―Measures for foreign exchange control 
relating to overseas investment‖ 








(1) A core document throughout the 
1990s—indicates direction of 
Chinese OFDI; (2) Chinese OFDI should 
focus on using overseas‘ technologies, 
resources, and markets; (3) OFDI 
projects should include a feasibility 
report for the process of going abroad; 
(4) projects which total an excess of 1 
million should be approved by NPC; a 
sum exceeding 30 millions should be 
approved by the State Council; 
(5) Projects concerning state-owned 
assets must be approved by State 
Council 
7 Regulations on 
Examination and 






(1) Details the necessary content of 
feasibility report; (2) specifies that the 
approval result should be handed down 





(Table 1, continue) 
ID Regulators Enunciator Time 
issued 
Key points 








Synthesizes and details all regulations 
concerning OFDI already in place 









(1) Specifies that the responsibility of 
SAFE is to review the certification of 
investor, foreign exchange risk, and 
source of investment fund; 
(2) First document to detail the 
management of foreign exchange after 










Chinese investors are allowed to 
purchase foreign exchange for an OFDI 
project; prior to this, a Chinese 
investor had to earn the foreign 
exchange 





SAFE; PBC June 1999 (1) Aims to encourage export; (2) 
provides a loan to enterprises which 
use matured technology and 
equipment to invest abroad—most of 
these enterprises concentrate in light 
industries, textile industries or home 
appliance industries; (3) correlates 
with the industry restructuring within 
China 
12 Measures of 
Capital Support 










(1) These measures are formulated in 
order to support the development of 
small-and medium-sized enterprises, 
to encourage small-and medium-sized 
enterprises to join in the competition of 
international markets; (2) sets up 
‗‗international market developing funds 
of small and medium-sized 
enterprises‘‘ 
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(Table 1, continue) 
ID Regulators Enunciator Time 
issued 
Key points 
13 Measures for 
Comprehensive 




Clarification of standards and 
procedures for evaluating OFDI 
projects which have been operating 
overseas 
14 Interim Measures 







Provides post-investment evaluation 
of OFDI projects 
15 Provisions on 




(1) Aims at mastering the first-hand 
data about investing overseas; (2) 
provides training for enterprises 
going abroad to report correctly; (3) 
allows for real facets like entrance 
mode, performance of OFDI, and 
situations of operation to be known 




Relating to OFDI 
SAFE March 
2003 
(1) SAFE will only investigate 
domestic foreign exchange sources; 
(2) foreign exchange obtained from a 
source outside of mainland China no 
longer examined 
17 Notice on Providing 
Credit Support to 
Key OFDI Projects 
Encouraged by the 
State 
SDRC May 2003 OFDI projects fulfilling one of the 
following requirements will be 
provided with a lower lending rate 
credit fund: (1) natural resource 
seeking in areas where China is 
lacking; (2) manufacturing promotes 
export of technologies, products, and 
equipments; (3) R&D projects which 
could bring in advanced technologies, 
managerial experience, and 
specialized talents; (4) M&A to 
increase international 
competitiveness and market 





(Table 1, continue) 
ID Regulators Enunciator Time 
issued 
Key points 








(1) Simplifies approval procedures 
concerning foreign exchange; (2) 
establishes pilot areas for SAFE to 
extend local authority 
19 Notice on 
Establishing the 




To set up an information bank of 
overseas investment intention of 
enterprises for guidance and 
coordination, requirements for 
application enterprises: (1) the 
registered capital of the enterprise is 
more than 
RMB 10 million Yuan, and the 
enterprise has made profits in three 
consecutive years; (2) the amount 
of overseas intention investment of 
a single project is more than one 
million US dollars 





July 2004 (1) A major reform of the approval 
process, but is not limited to OFDI; 
(2) Provides the basis for the 
subsequent reforms 
21 Guiding Directories 
of Target Nations 
and Industries for 
OFDI 
MOC July 2004 (1) Lists more than seven supported 
industries and 67 approved 
countries; (2) companies complying 
with requirements have preferential 
treatment concerning funding, tax 
collection, foreign exchange, 
customs and others 





(1) Grants permission to all types of 
companies to invest abroad; (2) sets 
up the threshold values for 
examination at national level and 
clarifies the approval process; (3) 
this measure replaces the policy 




(Table 1, continue) 
ID Regulators Enunciator Time 
issued 
Key points 
23 Annual Report 
System on 
Operational 




Using annual reports from 
enterprises investing abroad, MOC 
collects all kinds of obstacles and 
problems confronted OFDI 
companies. These reports are the 











(1) Requiring enterprises with 
intentions to involve in M&A abroad 
to report to MOC; (2) improving the 
supervision of M&As 




SAFE May 2005 (1) Reform of the exchange approval 
regime is extended to the whole 
country; (2) further 
decentralization: local SAFE named 
as authority on 
OFDI projects with a higher 
threshold (from USD 3 to 10 
millions); (3) total foreign exchange 
available for all investors is 
increased from USD 3.3 to 5 billions 
26 Notice on Using and 
Managing Special 
Funds for Foreign 
Economic 
Cooperation 
MOC; MOF December 
2005 
Sets up special funds to encourage 
Chinese enterprises invest abroad. 
Special funds may be used to 
support foreign economic 
cooperation by the following means: 
(1) subsidies for pre-operational 
fees; (2) interest discounts for 
medium and long-termed loans; (3) 










The first regulation that explicitly 
treats the private-owned enterprises 
as main objects, and lays down the 




(Table 1, continue) 
ID Regulators Enunciator Time issued Key points 
28 Supplement Measures of 
Foreign Exchange Usage 
for OFDI 
SAFE June 2006 (1) All the branches (foreign 
exchange management 
departments) of 
SAFE shall not abide by the 
quota for purchasing foreign 
exchange for overseas 
investments; (2) the 
necessary foreign exchange 
for the domestic investors to 
invest abroad may be the 
self-owned foreign 
exchange, the foreign 
exchange purchased by 
RMB, or the domestic and 
overseas foreign exchange 
loans 





information on the 
establishment of overseas 
investment projects and 
round-tripping investment 
via tax havens to better 
track and account for 
investments by private 
enterprise 
 
The third stage (1992-1998) was called ―Finding the stepping stone‖ by Luo et al 
(2010), because Chinese economy was experiencing the transition process from 
Soviet styled plan economy to market economy, Chinese government began to 
gradually liberalize and deregulate the market especially after Deng Xiaoping‘s 
journey to the South in1992, and since then, the economic development mode has 
been confirmed and clarified. However, fearing the loss of state assets over the 
reforming of state-owned enterprises and allowing them to invest abroad, the 
regulations on OFDI was still considerably strict. For example, in 1992, MFIEC 
promulgated ―Regulations on Approval and Administration of Non-trading 
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Overseas Enterprises‖ (Table 1), which synthesizes and details all regulations 
concerning OFDI already in place. In specific, firms investing abroad should be 
evaluated strictly by SAFE by submitting OFDI project reports; Those projects 
totaling an excess of 1 million should be approved by NPC; A sum exceeding 30 
millions should be approved by the State Council; Projects concerning state-owned 
assets must be approved by State Council In addition, Chinese OFDI should focus 
on using overseas‘ technologies, resources, and markets. 
 
Except for the great success in liberalization on OFDI, this stage also witnessed 
great disappointment. There has been a big surge in state owned enterprises 
investing abroad based on the national support, and OFDI ever reached $700 
million (Havrylchyk and Poncet, 2009). Part of which is engaged in real state and 
stock speculation mostly across Asia. In 1997, with the collapse of Asian financial 
crisis, many overseas branches were significantly struck and suffered heavy loss 
due to institutional weakness, corruption and lack of management expertise 
(Salidjanova, 2011).  In dealing with the loss of precious foreign exchange assets, 
MOFTEC enforced more tightened approval procedures concerning OFDI, and 
promulgated more rigorous screening and monitoring processes for any overseas 
venture of over $1 million (Havrylchyk and Poncet, 2007). 
 
The four stage (1999-present) turns out be a period of the consolidation of China‘s 
―go global‖ strategy (Salidjanova, 2011; Havrylchyk and Poncet, 2007; Luo et al, 
2010). The strategy was proposed during the mid-1990s, and officially adopted in 
2000, aiming to promote Chinese firms‘ international participation and 
competitiveness, as well as absorb and exploit overseas resource (UNCTAD, 2006). 
During this period, small and medium enterprises also get support from authorities 
to go abroad. For example, ―Measures of Capital Support for Small- and Medium 
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Enterprises to Develop International Markets‖ was enforced by MFTEC and MOF, 
which was regulated to support the development of small-and medium-sized 
enterprises, to encourage them to join in the competition of international markets, 
and to set up international market developing funds of small and medium-sized 
enterprises. During this period, many Chinese firms squeezed into Fortune 500, in 
2001, twelve Chinese MNCs cracked their way into the top 50 largest companies 
from developing economies, some of whose investment reaching $2 billion 
(UNCTAD, 2003). 
 
2.3. The determinants of outward FDI 
There have been lots of scholars who have attempted to explore the Chinese and 
Japanese FDI and their characteristics and motivations (for example, Fung, Liu and 
Kao, 2007; Alba, Park and Wang, 2010). Morck, Yeung and Zhoa (2008) point out 
that China‘s OFDI compared with developed countries, are still at the infant stage, 
mainly investing in tax havens including Cayman Islands and British Virgin Islands, 
and ASEAN countries, which are also dominated by SOEs with government 
sanctioned monopoly status. Wu and Yeo (2002) assert that Chinese OFDI have 
evolved from trade-related and resource-extraction activities in the early 1990s to 
increasingly more complex manufacturing in more recent years. Chinese 
multinationals investment on low-technology and labor intensive manufacturing 
industries in developing countries mainly resources and architecture investments 
increased alongside their asset-seeking investment in developed countries in quest 
for strategic resources and capabilities (Deng 2004). For example, Lenovo 
acquired PC business from IBM in 2005 and CIC invested $800 million in Morgan 
Stanley property fund in the USA in 2009.  
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When exploring the determinants of OFDI in China and Japan, traditional 
international trade theories can be traced. Buckley and Casson (1976) attribute 
foreign direct investment to the imperfect markets for knowledge and expertise, 
which cause to a natural monopoly and FDI is a way of internalizing pecuniary 
externalities arising from external market, but Hymer (1976) figured out the 
opposite explanation that FDI is arisen from internal structural market 
imperfections. Dunning‘s OLI framework (2001) explains firms‘ 
internationalization based on ownership advantage, location advantage and 
internalization advantage, which are analyzed on a firm term. In specific, empirical 
studies focusing on the determinants of outward FDI are relatively limited in 
firm-specific factors as well as macroeconomic factors in home country or in host 
country.  
 
In terms of firm-level determinants, the mainstream variables in FDI is developed 
by Dunning (2001) as mentioned above, assuming that firms conduct OFDI based 
on a definable competitive advantage to make sure themselves profitable and 
capable to tackle the costs and risks when operating abroad (Buckley and Ghauri, 
1999; Caves, 1993). According to Dunning‘s theory, firms investing abroad should 
possess at least an ownership advantage, including superior proprietary resources 
or managerial capabilities, to be applied in a foreign country (Barney, 1991), 
location advantage and internalization advantage. Some other factors, such as 
‗firm age (Autio et al., 2000), firm size (Akoorie and Enderwick, 1992; Chetty and 
Hamilton,1993), firm capabilities (Autio et al., 2000; Zahra et al., 2000), financial 
and physical resources (Bloodgood et al., 1996; Westhead et al., 2001; Zucchella 
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et al., 2007),firm location (Leonidou, 1998; Zhao and Zou, 2002), technological 
advantage (Chang and Grubb, 1992; Evangelista, 1994) and the nature of the 
products (Akoorie and Enderwick, 1992)‘ are also explored previously (Wei and 
Alon, 2010). 
 
More than a few articles focus on the macroeconomic factors in host countries. 
Globerman et al (2004) assert that the governance in host countries such as 
economic freedom, secure property rights, an honest and efficient public sector, a 
minimum of dead-weight regulations and restrictions on trade, and transparency 
in government directly discourage or encourage a countries FDI in those countries. 
Fiancial factors including GDP growth, inflation and the ratio of foreign exchange 
reserves to import values would be a significant indicator for multinationals 
whether investing in the host countries (Holland and Pain, 2000; Globerman and 
Shapiro, 1999). In addition, corruption is also a negative factor discouraging firms 
FDI in those countries (Kaufmann et al, 2002). Other factors, such as the openness 
of the host economy to trade relative labor costs would also be the determinants 
whether a firms should invest there (Globerman er al, 2004; Masron and 
Shahbudin, 2010). 
 
With regards to the factors related to the home countries, there are very few 
empirical papers focusing on Chinese OFDI (Wei and Alon, 2009),  since that 
‗outward FDI positions of countries indicated that the mix of ownership, location 
and internalization advantages of a country‘s firms differentiates along the 
country‘s course of economic development‘ (Dunning, 1993).  According to 
previous studies, Liu and Li (2002) systematically examined the determinants of 
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outward FDI from the host-country, home-country and firm perspectives. Chinese 
firms‘ globalization would be affected by many kinds of home-country specific 
factors. For example, Morck, Yeung and Zhoa (2008) argue that China‘s outward 
FDI is influenced by national factors including interest rate, corporate ownership 
structures and bank-dominated capital allocation. Deng (2004) summarizes that 
the motivations for Chinese firms to go global are seeking natural resources, 
technology, markets and strategic assets of the host country as well as 
diversification of investment. From this perspective, it can be considered that 
technology capacity in the home country is also one of the determinants whether 
firms invest abroad. Some financial factors including GDP, inflation, interest rate 
and exchange rate are both home-country specific and host-country specific 
factors (Tolentino, 2008). 
 
2.4 Gap research 
Some scholars focus on the evolution of government policies and regulations on 
China‘s OFDI, some mainly analyse the prospective of overseas investments based 
on the characteristics of outward FDI, some concentrate on the framework of 
Chinese authorities, how Chinese government control and operates OFDI. Some 
focus on driving forces and motivations of Chinese enterprises. Some focus on the 
different development mode of OFDI between China and traditional developed 
countries. 
Most of them focus on the outward FDI within China, China‘s OFDI are progressing 
year by year with the changing of the feature of OFDI, I‘d prefer to extract the data 
about OFDI in China and other main economic giants, mainly EU US and Japan, to 
make a comparison about the data, find the different developing mode between 
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China and those countries. By comparison, we can also find some drawbacks 
deficiencies that exist in China‘s OFDI and gaps between China and developed 
countries. In this case, the comparison of outward FDI between China and Japan 






















Chapter 3 Characteristics of China’s OFDI since the entry of WTO 
3.1. Aggregated data 
Before 2002, Chinese FDI inflow increased significantly by attracting a large 
amount of inward FDI. Compared to the inward FDI trend, outward FDI is still not 
much enough. Nevertheless, over the past 20-year development, China became 
the second largest outward investor among all emerging countries in 2002 (Deng, 
2007). After the entry of WTO in 2001, China‘s outward FDI experienced a slight 
growth in the first 2 years, reaching $2.9 billion in 2003. After that, there was a 
significant increase from 2003 to 2008, peaking at $55.9 billion (MOC, NBS and 
SAFE, 2009). As for China‘s outward FDI stock, by 2009, Chinese firms have 
invested to $245.8 billion in 177 countries and regions (Figure 4). But the 
investments by M&As only account for one third, plunged by 36.4% at $19.2 billion. 
Influenced by global financial crisis and worldwide economic distress in 2008, OFDI 
outflows in the world plunged by 43%, developed countries including the U.S., EU 
countries, and Japan, has been stuck in the bottom of economy. Nonetheless, 
current global economic situation is also considered a good opportunity for Chinese 
companies to invest abroad and cooperate with foreign firms. In 2009, China‘s 
Outward FDI outflow increased to $56.5 billion from $55.9 billion in 2008, although 
the growth rate is smaller than the previous 5 years. According to the OFDI outflow 






Figure 3: China’s OFDI flow between 1990 and 2009 (Billion Dollars) 
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However, Figure 5 shows China‘s outward FDI by 2009 to be only $56.5 billion, 
lower than US, France, Japan and Germany, and only less than a quarter of 
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outward FDI of the US. Clearly, then, China‘s outward FDI has substantial scope to 








Figure 5: China and Other main countries’ OFDI flow 
 




3.2. Geographical distribution 
Until 2009, more than 13000 Chinese firms have invested in more than 177 
countries and regions, covering 72.8% of the global markets. As seen in Figure 6, 
China‘s outward FDI coverage rate is topped in Asia and Africa, standing at 90% 
and 81.4% respectively in 2009. From the prospective of regional distribution, Asia 
is the most concentrated place, followed by European countries, and then is Africa. 
Chinese firms have established more than 6800 subsidiaries in Asian regions, 
stood at 52.7%, most of which are distributed in Hong Kong, Vietnam, Japan, Arab 
Emirates, Laos, Singapore, South Korea, India, etc, those of which in Hong Kong 
comprised at 19.8%. There are approximately 2100 subsidiaries in European 
countries, accounting for 15.4%, most of which were located in Russia, Germany, 
UK, Italy, Netherlands and France. More than 1600 subsidiaries were located in 
African countries, accounting for 12.5%, mainly distributed in Nigeria, South Africa, 
Ethiopia, Egypt, Sudan and Algeria. There are more than 1400 Chinese firms in 
North America, comprising 11.2%, mainly distributed in the U.S. and Canada. 
Almost 700 companies are set up in Latin America, including Virgin Islands, Brazil, 
Cayman Islands, Mexico, Chile, Argentina and Venezuela. Only 400 firms are 
located in Oceania, accounting for 3.3%, mainly in Australia, New Zealand, Fiji and 






















Figure 6: Coverage rate of Chinese OFDI
 
Source: adopted from 2009 Statistical Bulletin of China's Outward Foreign Direct 
Investment 
 
The data collected from MOC China‘s outward FDI is geographically concentrated 
(Morck et al, 2007; Deng, 2007). According to the annual statistics from the 
Ministry of Commerce in China (Figure 7), by the end of 2009, Chinese firms 
investing in Asia, Arica, and Latin America account for 53%, 13% and 5%, 
respectively. The investments in Europe and North America rise to 15% and 11%, 
but are not big enough based on Chinese global expansion prospective. The top 
destinations are still Asia including Hong Kong and Caribbean tax havens like 
British Virgin and Cayman Islands. Influenced by geo-cultural affinity, psychic 
distance and strategic reasons such as raising capital, Hong Kong, as a springboard 
for expanding OFDI elsewhere, therefore, over the past years, Hong Kong, has 
been serving as the China‘s OFDI recipient. Those countries like British Virgin and 
Cayman Islands, provide confidentiality to foreign investors, and so are commonly 
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used by multinational firms to store wealth beyond the purview of tax authorities 
(Harris et al, 1993), and these tax havens got 80% of total OFDI from China 
(Havrylchyk and Poncet, 2007). 







Figure 7:Regional distribution of overseas Chinese firms
 
Source: adopted from 2009 Statistical Bulletin of China's Outward Foreign Direct 
Investment 
 
3.3. Sector distribution 
China‘s FDI flowing into financial sectors stood at 16.7%, 6.3% and 15.5% in 2006, 
2007 and 2009 respectively, and the main part of FDI flow into non-financial 
sectors (Table 2). In 2009, non-financial investments reached to $47.8 billion, 
increased by 14.2%. Specifically, 29.7% of China‘s FDI flow went into business 
services; 5.5% went into manufacturing (mainly, telecom equipment, computer 
and other electronic equipment, general equipment, textiles, wood products, 
metallurgy), According to the amounts of OFDI in all industries (Table 3), the 
industries above increased more significantly than others from 2004 to 2009. For 
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example, China‘s OFDI flow in Mining was $1800.21 in 2004, ranking at the top 
among all sectors, increased to $13343.09 million in 2009; 14.5% went into 
wholesale and retail (mainly, imports and exports); 0.9% went into mining and 
petroleum; 6.8% went into transportation and storage. As for the stock of China‘s 
outward FDI in 2009 (Figure 8), the top four sectors are Business services and 
leasing (30%), Finance (19%), Mining (16%), Wholesale (14%), followed by 
Transportation (7%), Manufacturing (6%). From the data, we can see that China‘s 
OFDI is targeting various business areas, reflecting that Chinese government is 
diversifying the outward FDI (Salidjanova, 2010). 
 
Table 2. OFDI flow (Billion Dollars) in China 
 Amounts Year growth (%) Percentage (%) 
 2006 2007 2009 2006 2007 2009 2006 2007 2009 
Total 21.2 26.5 56.5 － +25.3 1.1 100 100 100 
Financial 
sectors 
3.5 1.7 8.7 － -52.7 -37.9 16.7 6.3 15.5 
Non-financial 
sectors 
17.6 24.8 47.8 － +40.9 14.2 83.3 93.7 84.5 
 



























Source: adopted from 2009 Statistical Bulletin of China's Outward Foreign Direct 
Investment 
 
Table 3: Distribution of China’s outward FDI flows by industry, 
2004-2009 





288.66 105.36 185.04 271.71 171.83 342.79 
Mining  1800.21 7082.97 7568.19 12609.04 14520.02 13343.09 
Manufactory 755.55 2280.40 906.61 2126.50 1766.03 2240.97 
Power and 
other utilities 
78.49 7.66 118.74 151.38 1313.49 468.07 





828.66 576.79 1376.39 4065.48 2655.74 2067.52 
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IT 30.50 14.79 48.02 303.84 298.75 278.13 
Wholesale 
and retailing 
799.69 2260.12 1113.91 6604.18 6514.13 6135.75 
Residential & 
catering trade 
2.03 7.58 2.51 9.55 29.5 74.87 
Finance - - 3529.99 1667.80 14048 8733.74 









18.06 129.42 281.61 303.90 166.81 775.73 
 
 
(Table 3, continue) 










88.14 63.79 111.51 76.21 165.36 267.73 















































Chapter 4 Methodology 
This article is focused on the relative home country-specific national 
macroeconomic factors. These home country-specific factors include GDP per 
capita, openness level, labour costs, technology capability, interest rate and 
exchange rate. All of such determinants have been used as key factors of outward 
FDI in previous studies, and therefore all the references mentioned above is 
provided as a theoretical and empirical justification for using these variables in my 
study. The relationship between such variables and outward FDI would be stated 
as follows: 
 
4.1. Variables of outward FDI 
4.1.1 GDP per capita 
There is a large amount of literature mentions that GDP per capita or domestic 
income has a positive relationship with the OFDI (Buckley et al., 2007; Artige and 
Nicolini, 2005; Mosa and Cardak, 2006). Bellak (1992) theoretically examined the 
impact of outward FDI on a home country‘s national income and stated that the 
effect of outward FDI on GDP per capita should be examined on a case-by-case 
study. Wu, Toh and Ho (2003) also studied the relationship between outward FDI 
and GDP and domestic demand. As GDP per capita grows, there will be an 
increasing demand for products in the home country. Dunning and Narula (1997) 
more clearly show the relationship between outward FDI and GDP, they indicated 
that there would be a J-shaped investment development curve as the GDP grows. 
Since that, as Masron and Shahbudin (2010) mentioned, ‗the structural changes in 
a country in terms of an increasing differentiated product demand, with higher GDP 
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helps in realizing economies of scale through specialization.‘  In addition, firms‘ 
success in domestic market can be the added value or advantage for them to 
invest abroad. 
 
4.1.2. Interest rate 
Interest rate is a vital tool of monetary policy and is usually used on a 
macroeconomic scale. It is the common sense that when interest rate increases in 
the domestic market, the investment would decrease for the reason that the rise of 
interest rate would cause to the growth of firm‘s debt. In addition, it would be 
difficult for the firms to borrow enough capital from the banks, and therefore firms 
have to reduce the production, which also negatively affect firm‘s future profits. 
That is also the reason why stocks prices reduce when interest rate rises.  When 
applying it to OFDI, if the opportunity cost of lending in the home country becomes 
lower, firms‘ foreign investment would become easier (Pantelidis and Kyrkilis, 
2003). In addition, marginal productivity of capital is positively associated with 
interest rate, which means that low interest rate would result in love marginal 
productivity (Pantelidis and Kyrkilis, 2005) .Hymer (1976) also identified that 
capital abundance in the home country is directly dependent on the interest rate, 
which is also one of the determinants for the establishment and growth of the firms, 
and their international expansion. Prugel (1981), Clegg (1987) and Grubaugh 
(1987) also theoretically analyze the relationship between interest rate and FD. 
They indicate that there exists a negative correlation between interest rate and 
outward FDI due to the fact that ‗relatively low interest rates associated with a 
country‘s capital abundance decreases the opportunity cost of capital and 
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enhances the profitability of investments abroad.‘ The interest rate will be 
measured by lending interest rate.  
 
4.1.3. Exchange rate 
Exchange rate, as called foreign exchange rate, is regarded as the value of one 
nation‘s currency over anther currency. Previous studies indicate that exchange 
rate and its volatility can affect outward FDI activities. Firstly, a stronger home 
currency contributes to a higher level of aggregate FDI because firms investing in 
an appreciating currency can reduce their cost of capital relatively (Baek and Kwok, 
2002).  Aliber (1970) indicate that firms from countries with a strong currency 
would more capable to get the financial investment support than those with weak 
currencies. Empirical studies have shown that the appreciation of Japanese yen 
helps more Japanese firms especially the electronics industry and manufacturing 
industry succeeding investing in the U.S at the end of last century. Similar studies 
from Bell and Campa (1997) also indicate that exchange rate has influenced the 
U.S. chemical firms investing in European Union. Secondly, exchange rate 
volatility is also associated with outward FDI. Baek and Kwok (2002) state that 
firms operating in the global market would increase their profit variability with the 
increase in exchange rate volatility. Roy and Viaene (1998) added that exchange 
rate is positively associated with outward FDI. That is because firms prefer to find 
a location where foreign exchange rate is volatile enough so that their operating 
flexibility option would be more probable and such option would also be more 
valuable (Kogut and Kulatilaka, 1994). 
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4.1.4. Openness level 
Openness level, also known as openness to international trade, plays an important 
role in the growth of OFDI that is because market openness in the home country is 
positively correlated with OFDI (Chakrabarti, 2001; Gastanaga et al., 1998; Lall, 
1996). Empirical evidence is that Kumar (2001), by collecting the data of US and 
Japanese multinationals that making investment in 74 countries between 1982 and 
1994, found that market openness exerts a positive influence in the modern as well 
as traditional sectors. Kyrkilis and Pantelidis (2003) specifically indicate that 
market openness to foreign economic transactions makes domestic firms easier to 
invest overseas. As for Chinese market, Buckley et al (2007) point out that Chinese 
OFDI is affected by the policies on the international capital transfers. Chinese 
government emphasises the volume and its growth on exporting, therefore there 
enforces some preferential trade such as the tariff and non-tariff barriers polices to 
boost exports and local sourcing. I expect to quantify the openness level by 
defining it as export/GDP ratio. 
 
4.1.5. Labour cost  
Labour cost, considered as a country-specific ownership advantage, is also an 
apparent stimulus to attract inward FDI. Moreover, it is also correlated with 
outward FDI in the home countries. OFDI would be influenced by Labour capital in 
two aspects. Firstly, firms in the home countries when investing abroad, will 
consider whether the domestic labours are more competitive that targeting 
countries including their educations, innovation capabilities and skills. Empirical 
evidence is that Chinese firms, such as Lenovo, located their headquarters in the 
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U.S. for the reason that they can take advantage of the high-end talents in the U.S. 
America gathers the most excellent graduated all over the world who studied in the 
top world-renowned universities in the U.S. The emerging and reputable firms 
including Google, Facebook and Apple are all created by the talents in the U.S. 
where has been the base of innovation factories. The second consideration is 
attributed to the labour cost. OFDI is negatively correlated with the labour cost. For 
example, in the 1980s, labour-intensive firms, such as Nike, established their 
factories in South Korea. As the labour cost grows and industry restructuring in 
South Korea, multinational targeted China and India as the best place to establish 
factories and take advantage of their low labour cost. In recent years, China and 
India are also restructuring industries, and therefore many MNEs began to focus 
their production on Vietnam, Pakistan and Bangladesh. As for Chinese firms, 
Cheung and Qian (2008) indicate that Chinese firms are attracted by low labour 
cost countries. In other words, relative high labour cost in domestic country will 
force firms to invest abroad. Labour cost, as one of the variables, is going to be 
measured by the GDP per person employed. 
 
4.1.6. Technology capability 
Whether a firm would like to invest abroad is sometimes dependent on its domestic 
technology capability. Many scholars in previous studies have concluded that 
technological capability in the home countries is positively correlated with OFDI 
(Prugel, 1981; Grubaugh, 1987; Canwell, 1981; Pearce, 1989; Dunning, 1993). 
From Dunning‘s eclectic framework theory, a firm expects to invest in a 
technology-intensive country to internalize the unique technology. However, it has 
to possess the internalization capability so as to share the knowledge with partners 
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abroad. Kyrkilis and Pantelidis (2003) indicate that firm‘s abilities to internalize 
technologies in the host country rest on their domestic backgrounds including ―the 
legal and patent systems, availability of inputs and skills necessary for the 
production of technology market structure, government policies and incentives in 
education, scientific research and some other characteristics‖. Klimek (2009) also 
mentions that a firm investing abroad should possess the assets assisting in 
tackling the threats from overseas market. Those possessions are managerial skills 
and research and development activities. Specifically, firms with a reputable brand 
or prioritizing licences and software are more possible to succeed in overseas 
expansion. In addition, by using their firm-specific advantages, they are easier to 
acquire knowledge and specific assets (Buckley and Ghauri, 1989; Teece, 1992; 
Dunning, 1993; Chung et al, 1995). Therefore, R&D capability and OFDI are 
mutually influenced by each other (Lin and Yeh, 2003). Empirical example is that 
Lenovo‘s acquirement on the PC business from IBM in 2005 and success in the 
adaption of the unique technology of IBM is dependent on its technology capability. 
From the previous research, scholars usually utilize the numbers of patent in a 
country to measure technology ability. 
 
4.1.7. Inflation 
Previous studies have indicated that firms are reluctant to invest in host countries 
with high inflation rate, due to the fact that a significant increase in consumer 
prices cause to the reduction of their profits in local currency. In addition, some 
unexpected uncertainties in the investment environment of the host country are 
also considered by the multinationals (Rubia and Aosvilla-Rivero, 1994). Similar 
conditions can also be applied to the home countries. Firms prefer to invest abroad 
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to avoid investment risks in the home countries with high inflations. The 
determinants of inflation will be measure by the consumer price index.   
 
4.1.8. Other Variables 
It is evident that OFDI are influenced by some other variables, including political 
stabilities and the determinants of the host countries and so on. For instance, 
influenced by the March 11th earthquake, the exports in Japan plunged significantly 
in the first 2 seasons, on the other hand, Japanese companies intended to make 
more investment abroad in a bid to reduce the consumption of domestic resources 
and energies when affected by the Fukushima nuclear leak. However, such 
determinants like disasters and political stabilities are difficult to calculate and 
quantify, so that in this article, the focus is on the previous 7 determinants. 
 
Given determinants discussed above, the empirical model adopted in this study 
specifically takes the following form: 
 




 = Constant or intercept 
lnOFDIt= Natural logarithm of outward FDI( million US$) of China or Japan in year 
 55 
t;  
lnGPCt = Natural logarithm of per capita GDP (US$) of China or Japan in year t;  
lnLIRt = Natural logarithm of  lending interest rate(%) of China or Japan in year t; 
lnERt = Natural logarithm of foreign exchange rate of China or Japan against US$ in 
year t; 
lnOLt = Natural logarithm of openness level (exports and imports percentage of 
GDP) of China or Japan in year t;  
lnLCt = Natural logarithm of labor cost ( GDP per person employed) of China or 
Japan in year t; 
lnTCt = Natural logarithm of technology capacity (number of trademarks registered 
in domestic office) of China or Japan in year t; 
IRt = inflation rate (%) of China or Japan in year t;  
ut = Random errors. 
 
The reason I would like to apply the natural logarithm is that the above seven 
determinants are not comparable and have different measurements, thereby 
cannot being simply summed up. By using the natural logarithm, the equation can 
be adjusted reasonably. However, one problem should be noted Is that when 
collecting the data, there are some minus number about inflation rate, which 
means that during some periods, China or Japan suffered from deflation. When 
using natural logarithm, all the numbers should be above zero, so I would not 
apply inflation rate into the natural logarithm.     
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4.2. Data Sources 
The estimating model is based on the following data sources. The annual data of 
OFDI stocks in China and Japan from 1981 to 2009 have been collected from online 
UNCTAD, available at http://unctadstat.unctad.org/. The data about lending 
interest rate, per capita GDP, openness level, labour cost, and technology capacity 
and inflation rate are all drown from World Development Indicators (online). 
However, as for openness level, we cannot directly get the data, so that it is 
calculated by summing the exports and imports percentage of GDP. Labour cost is 
measured by the GDP per person employed. Technology capacity is examined by 
using the data about the annual numbers of trademarks registered in the domestic 
country. At last, Inflation is measured by the consumer prices index, and the data 
from 1981 to 1985 are drawn from Index Mundi, available at 
http://www.indexmundi.com/china/inflation_rate_(consumer_prices).html (Table 
4).  
Table 4: Data Sources of the variables 
Variables Measurement Data Source 
OFDI Real FDI outflows from 




Real GDP per capita of 









Real effective exchange rate index based 





(Table 4, continue) 
Variables Measurement Data Source 
Openness 
Level 
The total percentage of exports and imports 
in GDP 
Calculated  
Labour Cost Real GDP per person employed, a measure of 






Number of applications for registration of a 
trademark with a national or regional 






















4.3. The empirical results 
Table 5: Regression Results for the determinants of OFDI between China 
and Japan 
Dependent Variables LNOFDI in China LNOFDI in Japan 
 Coefficient P Value Coefficient P Value 
LNGPC -1.611 .000 2.178 .000 
LNLIR 0.379 .184 0.313 .000 
LNER 2.511 .000 0.770 .000 
LNOL -1.525 .000 0.854 .481 
LNLC 5.201 .000 1.460 .000 
LNTC 0.107 .000 0.063 .000 
IR 0.014 .320 -0.007 .346 
R2 0.971  0.986  
 
4.3.1. Validity of the data 
Table 5 summarizes the results obtained from the operation of regression. To 
examine the validity of the data, firstly the coefficient of determination, also known 
as R2, should be anglicized, which measures the proportion of variation in Y (OFDI) 
that is explained by the independent variables in the regression model, and 
measures the goodness of fit of the data. From the result, as seen in table 2, R2 in 
 59 
the case of China is 0.971 and the case of Japan is 0.986, which can explain that 
the data collected have been good enough for the model.  
 
To test the joint significance of the coefficients βi using the F-test, that is the same 
as in ANOVA.  The hypothesis test can be anal sized as following: 
H0: β1= β2 = … = 0  
HA: The coefficients are not simultaneously equal to zero 
From the hypothesis, if rejecting H0, then we know the model has at least some 
explanatory power. That is to say, as p-value tends toward zero, there would be 
more and more confident of rejecting H0. SPSS have calculated an F-statistic and 
provide a p-value as following (Table 6 and Table 7): 
Table 6: Anovab (Analysis of China’s OFDI) 
Model Sum of squares Df Mean square F Sig. 
1 Regression 143.007 7 20.430 101.800 .000a 
Residuals 4.214 21 .201   
Total 147.221 28    
a. Independent variables: (constant), IR, LNER, LNLIR, LNTC, LNOL, LNGPC, 
LNLC 




Table 7: Anovab (Analysis of Japan’s OFDI) 
Model Sum of squares df Mean square F Sig. 
1 Regression 25.770 7 3.681 213.689 .000a 
Residuals .362 21 .017   
Total 26.132 28    
a. Independent variables: (constant), LNTC, LNOL, IR, LNER, LNLC, LNLIR, 
LNGPC 
b. Dependent variable: LNOFDI 
 
As shown in Table 6 and Table 7 above, the Sig are both 0.000, less than 0.05, we 
can say that p-value <0.05, therefore, the dependent variables including lending 
inflation rate (IR), interest rate (LNLIR), exchange rate (LNER), technology 
capacity (LNTC), openness level (LNOL), GDP per capita (LNGPC) and labour cost 
(LNLC) are contributing to determining OFDI in China and Japan. 
 
4.3.2. Variables analysis 
 
LNGPC 
LNGPC, the natural logarithm of GDP per Capita, as the independent variable, is 
highly statistically significant as both the p-values less than 0.05. The null 
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hypothesis that all of the regression coefficients are simultaneously equal to zero is 
therefore rejected, which implies that GPC is significant in determining outward 
FDI both in China and in Japan. 
 
There are two important differences that should be noted by comparing the 
coefficients of GPC between China and Japan. First of all, GPC is negatively 
correlated with OFDI in China, which is opposite from the hypothesis previously. 
From the data collected from world development indicators and UNCTAD, we can 
explore the reason why they are negatively correlated. During the last three 
decades, especially from 1996 to 2002, China‘s economy has experienced some 
dips, for example, Chinese government has reformed the ownership of some the 
SOEs, an unprecedented unemployment occurred in that period. Furthermore, in 
that period, China‘s economy was also significantly affected by the Asia‘s financial 
crisis. During that period, the volume of GDP per Capita stayed levelled, while OFDI 
is also more influenced by other variables, therefore the coefficient is negative.  
 
In addition, by comparing the coefficients of GPC between China and Japan, as 
shown in Table 5, OFDI in Japan is more affected by GPC, with -1.611 and 2.178 
respectively. It is difficult to understand the result because during the last 3 decade, 
China‘s GDP increased at an average of 10 percent, while the economy in Japan 
suffered depression for a long time and increased slowly. Actually, although there 
has been a significant increase in GDP, but there is also a large population in China, 
which is 5 times of Japan, therefore the effect of growth in GDP was offset by the 




The second independent variable, lending interest rate, has different significance 
between China and Japan. The p-value in China‘s case is 0.184 (see Table 5) 
compared with 0.000, more than 0.05, which means that lending interest rate is 
not significant at the 5% level, however from the results in Japan‘s case, this 
variable is still highly statistically significant at the 99 per cent confidence level. 
 
From the hypothesis above, the lending interest rate is negatively correlated with 
OFDI, which means that the larger of lending interest rate, the fewer firms make 
investment abroad. According to the analysis, the results reject the hypothesis for 
the reason that with the high lending interest rate in the domestic country, firms 
prefer to avoid the relatively tight policy, and invest more overseas, especially go 
to those countries with preferential policies such as lower lending interest rates.  
 
By comparing the coefficient of lending interest rate between China and Japan, 
there is no significant difference. However by comparing the lending interest rate 
data from China and Japan, the lending interest rates are comparatively higher 
than those in Japan, with an overall lending interest rate at above 5%, while in 
Japan the lending interest rates fell from about 7% in 1980s to approximately 






The third independent variable, natural logarithm of exchange rate, is highly 
statistically significant as both the p-values less than 0.05. The results imply that 
both the exchange rates in China and Japan are significantly correlated with the 
outward FDI.  
 
By comparing the coefficient of exchange rates in both countries, there is a much 
higher coefficient about the exchange rates in China at 2.511 than that in Japan at 
0.770. This implies exchange rates influence China‘s outward FDI more than Japan. 
Pradhan (2011) indicates that weak currencies tend to vein in emerging firms‘ 
outward FDI, for the reason that depreciating currency tends to reduce the returns 
to the investment. In addition, under the environment of depreciating currencies, 
there would be a reduction in the trade-supporting OFDI since their relatively poor 
purchasing power of the host consumers and their depression of export demand 
and verse versa.  
 
According to World Development Indicators, China‘s exchange rate generally 
experienced three stages: in the first stage, China did not deregulate its foreign 
exchange rate regime, and had not operated in line with the international foreign 
exchange rate, during this period (1981-1993), China‘s currency, also called RMB 
depreciated from 1.7 against US dollars to 5.79 in 1993. In the second period 
(1994-2005), China‘s currency has been keep pegging with US dollars, with about 
eight RMB against one US dollar. Since 2005, China‘s foreign currency regime was 
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adjusted to be the wholesale monetary policy or package monetary policy to 
reduce the risk that just follow US dollar. After the implementation of package 
currencies policy, the real exchange rate fluctuations became smaller because 
fluctuations of the currencies in the package can be reversed, the currency can be 
more stabilized in a reasonable equilibrium level and there has been a lower 
volatility since then. In the last 5 years, since the depreciation of US dollar and 
international pressure of RMB appreciation, China‘s RMB appreciated gradually 
from 8.18 in 2005 to 6.82 in 2009.  
 
Japanese yen also generally is presented an increasing trend since 1981. In 1973, 
Japanese currency abandoned its fixed exchange rate regime and began to enforce 
the floated exchange rate regime, and moved away from its dollar peg. From 1971 
to 1985, the appreciation of Yen was relatively slow and sometimes fluctuated. 
Since 1985, the pace of appreciation speeded up, which also promoted Japanese 
firms‘ foreign investment. With the appreciation of Japanese Yen, firms are forced 
to go abroad in order to reduce cost.  
 
From both the processes of appreciation of Chinese RMB and Japanese Yen, it can 
be reckoned that the appreciation of a currency is associated with the pace of 
economic development. What should be noted is that a currency should not be 
appreciated or depreciated significantly which would harm the domestic firms. 
There should be a healthy, long-term, gradual process thereafter with no 




LNOL, the natural logarithm of openness level or degree of openness, as the 
independent variable, has some differences in the cases of China and Japan. From 
the results above (Table 5), this variable in China case is highly statistically 
significant as the p-value is less than 0.05. In Japan case, p-value equals to 0.481, 
which means that there is 1 - p-value, i.e. 51.9% valid data if the coefficient is 
0.854.  
 
Comparing the coefficients in this variable, as seen in Table 5, openness level has 
a further influence on China‘s OFDI. From the world development indicators, the 
degree of openness in China increased from 9.89% in 1978 to 35.52% in in96, with 
about 20% rise during this period, which reflects that China‘s opening and reform 
policy had progressed a lot. After the entry of WTO, China‘s openness level has 
ever reached to 70.5% in 2006. From the data, we can see that Chinese 
government has strived to expand its openness level and made significant progress. 
By comparing with Japan, it is historically dependent on the exporting and 
importing insomuch that Japan is devoid of resources, and has to rest on 
international trade to resolve such problems. But from the data between 1981 and 
2009, Japan‘s openness level stabilized at about 25% for the reason that Japan 
suffered from bubble economy in the 1990s, and Japanese economy has long been 
stuck in the downturn. The average GDP in Japan from 1981 to 2010 stayed at 





LNLC, the natural logarithm of labour cost, measured by the GDP per person 
employed, is highly statistically correlated with outward FDI both in China and 
Japan by looking at both of the p-values are less than 0.05. From the results, the 
coefficient of labour cost in China is about four times of that in Japan. The reason 
for the phenomenon is that over the past three decades, China‘s GDP per person 
employed increased more than ten times than that in 1981, while Japan‘s GDP per 
person employed just growth by less than three times. Therefore, we can see that 
Japanese labour costs have little influence on the growth of outward FDI compared 
to China. But the main motivations of outward FDI between China and Japan are 
different. Chinese multinationals investing abroad are attracted by market-related 
factors, resource-related factors and strategic assets factors, for such reason that 
firms are more attracted by the foreign skilled personnel rather then the push 
originated from the increase of domestic labour cost.  As for Japanese firms, they 
are likely to be pushed to invest abroad due to the high labour cost. For example, 
many Japanese consortiums, including Toyota and Honda, made joint venture with 
Chinese companies, not only exploiting Chinese relatively low labour cost but also 
profiting in the emerging hungry market.  
 
LNTC 
LNTC, the natural logarithm of technology capacity, measured by the trademarks 
registered in the offices in the home country, is highly statistically correlated with 




By comparing the coefficients in both of the cases, technology capacity is less 
important than the financial factors and labour factor both in China and Japan. As 
aforementioned, according to the OFDI projects in China, the main part is still 
flowing into energy and resource sectors. Taking the outward FDI in 2010, more 
than two-thirds projects are related with energy and resource sectors including oil, 
iron, and copper and metals industries.  
 
It is surprising that Japanese multinationals are also less influenced by technology 
capacity compared with other variables. From the annual trademarks registered in 
Japan, it is indicated that there has been a downward trends about the number and 
therefore technology capacity has not been the main drive force for the growth of 
outward FDI. Conversely, technology capacity in China has been presented as an 
upward trend, with a surprisingly increasing growth rate annually according the 
data from world development indicators. That is the reason why the coefficient of 
technology in China is larger than that in Japan.  
 
IR 
IR, known as inflation rate, measured by consumer price index, is not highly 
statistically correlated with outward FDI both in China and Japan by looking at both 
of the p-values are larger than 0.05. From the results in table 5, there is 68% and 
65.4% possibilities respectively in both the cases that inflation rate is correlated 
with outward FDI. As above mentioned, high inflation in the home country is likely 
to force firms invest abroad in a bid to avoid the higher cost of the domestic country. 
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According to the data collected from world development indicators, there is no 
significant high inflation rate over the three decades in China expect the period 
from 1987 to 1989 and the period between 1992 and 1996 with relatively high 
inflation. The situation in Japan is totally different with a relatively overall deflation 
during the three decades. Therefore, in a whole, the variable has been a least 



















Chapter 5 Shortages of China’s outward FDI 
5.1. Simplification of outward FDI in sectors distribution 
China‘s outward FDI is becoming diversified but is still focused on energy and 
resource sectors. According to Chinese Investment Deals from 2008 to 2010, there 
has been over 80% of China‘s outward FDI flowing into resource and energy 
factors. Specifically, in 2008, Sinopec, the second largest oil company in China, 
bought 60% share of AED with 560 million dollars in Australia, some other large 
amount of transaction in Australia are Chalco with Alcoa for Aluminum, Sinosteel 
for steel, Shenhua for coal and Jiangsu Shagang for iron. China‘s large resource 
exploring companies also target South American countries including Peru for 
copper, Asian countries such as Singapore for power. In general, in 2008, 28 out of 
the 36 projects are related to raw resources and power. In 2009, there has been 54 
overseas investment projects successfully transitioned, 35 of which are about oil, 
iron, power, copper and aluminium, gas and energy deals. For example, China 
Nonferrous invested about 450$ million for copper in Zambia; PetroChina 
purchased 46% share of Keppel (Singapore Petroleum firm); AnSteel acquired 
about 24% stock of Gindalbie Metals for exploitation of iron in Australia. At the 
same year, Minmetals invested approximately $1,350 million in acquisition for Oz 
Minerals in Australia in pursuit of metals; MMX Mineracao, Brazilian domestic iron 
firm, also attracted $400 million investment from Wuhan Iron and Steel, offering 
22% share of its stock. As for 2010, there were 58 significant overseas investment 
deals in total, among which, resource and energy firms are also the primary 
dealers and the main contributor for FDI. Specially, 37 projects of which are related 
to resource or energy firms. For example, Sinopec made ambitious investments in 
Latin America, including Brazil with $7,100 million, Argentina with $2,450 million 
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and Indonesia with $680 million and Canada with $4,650 million. There are 4 
projects regarding to banking and investment sectors and only 2 investment 
projects of which are related to technology. In addition, according to Statistical 
Bulletin of China‘s Outward Foreign Direct Investment in 2009, almost half of the 
top 50 non-financial Chinese MNEs are from energy and resource sectors (See 
Table 8). 
Table 8, Top 50 non-financial Chinese TNCs ranked by foreign assets, 
2009 
1 China National Petroleum Corporation 
2 China National Offshore Oil Corporation 
3 China Petrochemical Corporation 
4 Aluminum corporation of China 
5 China Resources (Holdings) Co.,Ltd. 
6 China Ocean Shipping (Group) Company 
7 China National Cereals,Oils & Foodsuffs Corp. 
8 Sinochem Corporation 
9 China Merchants Group 
10 China National Aviation Holding Corporation 
11 China Shipping (Group) Company 
12 SinoSteel Corporation 
13 SINOTRANS Changjiang National Shipping (Group) Corporation 
14 China Minmetals Corporation 
15 CITIC Group 
16 China Unicom Corporation 
17 China State Construction Engineering Corporation 
18 China Power Investment Corporation 
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(Table 8, continue) 
19 China Huaneng Group 
20 China National Chemical Corporation 
21 China Mobile Communications 
Corporation 
22 China Metallurgical Group Cop. 
23 Shum Yip Holdings Company Limited 
24 Legend Holdings Ltd. 
25 Hunan Valin Iron & Steel (Group) Co. 
Ltd 
26 GDH Limited 
27 Huawei Technologies 
28 China Nonferrous Metal Mining & 
Construction (group) Co.,Ltd. 
29 China Norh Industries Group 
Corporation 
30 Shanghai Baosteel Group Corporation 
31 Shanghai Overseas United Investment 
Co.,LTD 
32 Guangzhou Yuexiu Holdings Limited 
33 Anshan Iron & Steel Group Corporation 
34 State Grid Corporation of China 
35 Shanghai Automotive Industry 
Corporation 
36 Shougang Corporation 
37 SINOHYDRO Co., Ltd 
38 Nam Kwong (Group) Company Limited 
39 Shenzhen Investment Holdings Co.,LTD 
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(Table 8, continue) 
40 China Telecom 
41 Shenhua Group Corporation Ltd. 
42 China Poly Group Corporation 
43 TCL Group Company Ltd. 
44 Aviation Industry Corporation of China 
45 Jinchuan Group Ltd. 
46 Xinjiang Zhongxin Resources Co.,Ltd. 
47 Guangdong National Shipping (Group) 
Co, Ltd. 
48 Wuhan Iron & Steel (Group) Corporation 
49 ZTE Corporation 
50 China Guangdong Nuclear Power 
Holding Co., Ltd. 
 
Buckley et al (2007) indicate that from 2001 to the present, Chinese MNEs are 
significantly attracted by natural resources, which suggests that China‘s outward 
FDI is still primarily gathered in the low-end industries, which is totally different 
from the structure of FDI in developed countries including Japan. The relatively 
unbalanced structure of outward FDI reflect that China‘s ‗go global‘ strategy still 
primarily rest on resource and energy industries, and service industry including 
science and technology, software, banking and investment, information 
technology, business service is still not competitive in the global market. While in 
the developed countries, service industry especially in the UK, has been completely 
mature and high-levelled. It should be noted that China‘s policy maker need to 
emphasize the modification of industry structure and encourage domestic firms 
especially service sectors to make progress.  
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5.2. Simplification of outward FDI in ownership 
Although there has been an increasing number of private enterprises investing 
abroad in recent years, the main driving force for China‘s outward FDI still rest on 
China‘s State Owned Enterprises (SOEs) (Kiggundu, 2008). Chinese firms 
investing abroad are dominantly state-owned. There were approximately 82% of 
China‘s non-financial outward FDI from SOEs (Yeung and Liu, 2008). Among the 
top 30 largest companies investing abroad, only 2 of which was not state 
controlled.  
 
Morck et al (2007) indicate that the operation and policies in Chinese SOEs are 
conducted by the government, although most of which are listed on the stock 
market. The significant difference between China‘s state-owned multinationals and 
privately owned multinationals from other countries including Japan is that the 
leaders and executives in Chinese SOEs are appointed by the government, 
thereafter the overseas investment decisions are not only, even sometimes not for 
earning profits, but sometimes for political purposes including boosting domestic 
development, guaranteeing regime survival, supporting foreign policy or assisting 
the development of the host country(Kolstad and Wiig, 2009). 
 
In addition, Chinese SOEs control the lifeline of the national economy, to ensure 
their survival and promote them competitive both at home and abroad, various 
preferential policies and best human capital are allocated to them. It would be 




5.3. Relatively lower stage of investment development path 
As aforementioned, China‘s FDI has primarily flown into Hong Kong, Asian 
countries, Latin America and Africa. By the end of 2009, outward FDI in above 
region constitute 71% of FDI in total. According to Dunning‘s analysis, if a country 
that mainly invest in its neighbouring and developing countries, is considered still 
at the early stage of the investment development path for lacking overseas 
investment experiences. Dunning, Hoesel and Narula (1997) point out that there 
are two kinds of ownership advantages in the host country: transaction ownership 
advantages, which are mainly intangible ownership advantages such as 
communication capabilities between and within companies, and asset ownership 
advantages, which include both tangible and intangible assets such as technology 
and management skills. The firms in a country at the early stage of development 
path have only transaction ownership advantages. The reason they prefer to make 
investment in the neighbouring or other developing countries, is that investment 
costs in those countries are not as high as that in the   industrialized countries or 
market environment is similar to the domestic country. Another reason is that they 
have no such assets ownership advantages that ensure they could be competitive 
enough if investing in the industrialized countries. Chinese firms investing are 
facing the problems of lacking assets ownership advantages thereafter putting 
their predominant investment in Hong Kong and other developing countries. That 
is also the reason that Chinese multinationals are trying to make mergers and 
acquisition with the firms in the industrialized country in pursuit of strategic assets.  
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5.4．Learning from Japan 
The reason I would prefer to make comparison about outward FDI between China 
and Japan, is that the economic path in China in the current period is similar to the 
previous experience in Japan in 1960s, which also experienced high growth periods 
of outward FDI flow. Japan‘s FDI flow increased by approximately 627% from 1968 
to 1973, similarly there is an increase by 326% from 2001 to 2008 about the 
outward FDI flow in China. Many scholars show great concerns about the issue that 
whether China would also follow the economic slowdown or even downturn as 
happened in Japan after finishing such a period of high rise. The following part is 
focused on the development path of outward FDI in Japan industrially and 
geographically, and then both the successful experience and problems should be 
observed and learned. 
 
What should be noted is that comparison of outward FDI between China and Japan 
should not be made simply based on the same period based on the fact that 
outward FDI in China and Japan is not at the same development period. However, 
from the development of Japan‘s outward FDI, we can roughly forecast what 
China‘s outward FDI would be in the following period. 
 
Firstly, the sectoral distribution of outward FDI would be observed. The resource 
industry such as mining was a vital part of Japan‘s outward FDI in 1970s. From 
1982, mining industry tumbled to below 5%. As for the service sector, the share of 
this sector in outward FDI increased gradually over time. Until 2000, the service 
sector has increased to more than 50%. Compared to the sector distribution in 
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China, mining industry accounted for 32.74% in 2004 and 13.29 in 2005 
respectively; manufacturing sector constitutes 13.74% in 2004 and 10.09 in 2005, 
slightly less than that in Japan in the 1960s. In term of services sector percentage 
of outward FDI in China, this sector accounted for 48% in 2004 and 75% in 2005 
respectively, which were totally different from those of Japan in the 2000s.The 
results observed presents that the percentage of service sector is much higher 
than that in Japan in the period, which attracts people‘s attention on the reason. 
Some reckon that due to China‘s tight capital control policy, many firms prefer to 
invest in some relative free financial hubs to utilize foreign funds, and then make 
investment in non-service industries in some other places. Since the increasing 
liberalization of capital movement in China, those firms don‘t have to go abroad 
before investing non-service sectors, therefore, the service sectors would plunge 
in the long run. 
 
Secondly, the geographical distribution of Japan‘s outward FDI would also be 
observed. From 1965 to 2004, regional composition changed gradually, Asia and 
North America was the important targets for Japan‘s outward FDI. China‘s outward 
FDI flow in 2000s is similar to that in Japan in 1960s, both of which followed the 
Uppsala model, which is that firms prefer to firstly invest in the market which is 
similar to domestic economic climate or short psychic distance. Therefore 
investment in Asia has accounted for the largest part, and then slightly and 
gradually plunged year by year both for China and Japan. However, investment in 
Europe and North America was significantly less than those of Japan. Some 
speculate that Chinese firms is not as Japanese firms as good at technological 
innovation, thereafter cannot comparable in those industrialized countries. In 
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addition, China‘s share of investment in Latin America was completely higher than 
Japan. This could be resulted from tax havens in Latin America which was the 
attraction for Chinese firms. As for outward FDI of Japan in Africa, the percentage 
of average FDI from 1965 to 1985 was 3.6%, higher than that of China between 
2003 and 2005, but plunged significantly to 0.3% in 2004, lower than that of China. 
I think the reason is that Chinese firms have the ability to deal with local poor 
political policies compared to Japan and other developed countries. Political 
relationship with African countries is another reason why Chinese firms investment 


















Chapter 6 Development strategy for China’s outward FDI 
According to the development path, what China should learn and what should be 
avoided. Just as above mentioned, the top 50 non-financial companies are all 
related to natural resource companies and energy companies. This reflects that the 
advantages of China‘s outward FDI are still mainly country-specific advantages, 
rather than firm-specific advantages. To advance the overseas investment, the 
development strategy should be made as follows: 
 
6.1 Innovation 
Compared to Japanese multinationals, lack of technological assets and competitive 
technology has been the primary predicament of ―go global‖ strategy for Chinese 
firms. Technological assets including brands, proprietary technology, patents have 
been the vital elements whether firms can be successful in the global market. 
Rugman (2009) indicates that Chinese firms are not comparative and difficult to 
compete in industrialized countries including US and EU, due to not possessing 
core technology. It is common for Chinese firms to imitate the first movers, and 
then put their fake products into the market, utilizing its low price and low quality. 
However, it is not feasible in the global market if Chinese firms aim to develop its 
operation offshore. Most of Chinese multinationals operating abroad still utilizes its 
low price advantage. What should be noted is that consumers also usually do not 
dare to try new products at the risk of changing their preferences just for the 
reason of low price (Willamson and Zeng, 2009). 
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Innovation has long been the effective methods for Japanese firms successfully 
investing abroad. Product upgrading and R&D innovation have been the important 
part for Japanese firms. The average percent of R&D expenditure of top 1000 
companies account for 9.6% of their sales in 2004 (DTI, 2005), while according to 
the  from UNCTAD (2005), investment on R&D in Chinese firms was only a small 
part of that in Japan and other developed countries. It is significant for Chinese 
firms to contribute more money and energy to develop and research new 
technology and make it commercialized. In addition, managerial innovation should 
be concerned about for the reason that Chinese firms especially SOEs, are facing 
the challenge of operating complicated corporations and overseas investments 
including mergers and acquisitions,  joint venture. Moreover, it is common for 
Chinese firms such as Chinapetro, lavishing a large amount of resources both 
capital resource and human resource due to excessive preferential policies. It is 
necessary for Chinese to modify their constituent structure to make the 
organizational structure well-organized and easily managed, and build the 
communication network system within the companies to combine the knowledge, 
information and talent together, in order to make full use of the resources. 
 
6.2 Liberalization 
The economic regime in China has not been as open and liberalized as Japan due to 
their different development path. One of the most notable differences is that most 
of powerful Chinese firms are controlled by the state, often named as sate-owned 
enterprises, which means that the biggest stockholder is Chinese government, who 
appoints most officials in the boardroom. The objectives of the SOEs are usually 
not for profit maximization, just as aforementioned, overseas investments are 
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usually politicized. For example, Chinese firms signed a large amount of deals 
accompanying Chinese primer‘s state visit in EU countries, assisting in tackling 
debt crisis, which has been tumbling them. In addition, Shenkar (2009) points out 
that the objectives and strategies of SOEs being totally dominated by local and 
central governments, they are faltering and struggling when trying to upgrade 
skills and developing the diversity of decision system. In addition, private owned 
firms are excluded from some sectors including communications, resources, power, 
and aviation industry. Moreover, the government‘s interference may result in loss 
of opportunity for MNEs to develop complicated decisions capabilities. Since the 
government often enforces some policies and regulations which can be the 
predicaments of the development of the Chinese MNEs or are even contradictory 
with their objective of them. This situation can come down to the interference of 
the government, and lead Chinese firms into an awkward position.  
 
First of all, SOEs should be liberalized to participate in the competition in the global 
market, firms resting on subsidies from the governments are short-sighted, and 
have on core competition. SOEs should be released to experience the risks and 
threats thereafter competitive enough to survive. It is wise for some SOEs to invest 
through M&A or Joint Venture. On the one hand, the decisions can be more 
liberalized without tight control from the government. On the other hand, if the 
ownership is diversified, firms can utilize strategic assets such as technology and 
management skills, distribution channel, thereafter getting accustomed to the 
offshore market as soon as possible. Secondly, some important sectors should also 
be liberalized. A good example is the automotive industry in China, until 1990s, it 
has been monopolized by SOEs, not open to private and foreign firms, the 
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development of this sector is halting and not developed without competition. Since 
the liberalization of this sector, China‘s automotive industry is springing up; some 
of the private automotive firms such as BYD are even emerging and expanding in 
other countries. Such good lessons should also apply to other sectors that Chinese 
firms can be competitive enough to invest abroad.  
   
6.3 Diversification 
It is an inevitable development path that the distribution of FDI is focused on the 
low-end industries including resource and energy. From the evolution of Japan‘ 
outward FDI, as national economy raised, adjustment of industrial structure would 
also be on schedule. A good performance of outward FDI should be diversified 
which reflects domestic industries have developed and competitive enough to 
participate in the world-wide competition. What should be noted is that the 
diversification of FDI in sectors requires a balanced policy and elaborate input of 
R&D and innovation. As China has been the process of transfer economy, the 
government spares large amounts of capital, energy and personnel in production. 
Realizing the importance of technological and managerial innovation operating 
firms, input of technology and R&D has been exerted attention on in the last period. 
From the data collected from World Development Indicator, we can observe that 
the number of trademarks registered in China increased by average 20% annually, 
while that in Japan levelled off in recent years. What‘s more is that even the 
number of trademarks in China is eight times of that in Japan. However, 
technological innovation should not only be raised in quantity but also in quality. 
 
As for geographical distribution, it is evident that outward FDI would follow Uppsala 
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Model which is that firms would prefer investing offshore beginning at the countries 
with similar market climate and culture background. That is the reason why a large 
amount of outward FDI is put in Hong Kong and Asian countries. From Japanese 
overseas experiences, as the growth and expansion of domestic firms, they would 
prefer to invest abroad in pursuit of profit maximization and value. The continuing 
spate of cross-border M&As by Chinese firms since around 2001 is regarded to be 
primarily motivated by the need to develop markets, promote diversification, 
obtain foreign advanced technology and other resources, and create value 















Chapter 7: Conclusion 
7.1 Analysis Results and Conclusions 
This paper mainly tests how much influence of the determinants of outward FDI in 
China and in Japan respectively. When examining the effects of such determinants, 
we firstly examine the possible variables affecting outward FDI, only based on the 
domestic market factors including GDP per capita, lending interesting rate, 
exchange rate, openness level, labour cost and inflation rate. The result shows that 
financial factors including GDP per capita, lending interesting rate, exchange rate 
are more correlated with outward FDI in Japan. This is also just corresponding to 
the phenomenon that Japan has been tumbled in the economic recession in the 
previous decade. As for China, outward FDI is more correlated with the policy 
factor, i.e. openness level and technology advancement and labour cost. This is 
also corresponding to the current situation of Chinese domestic market. Chinese 
government is striving to invest in infrastructure, resource, energy; firms in such 
factors expand overseas ambitiously and powerfully. The affecting sectors more 
influencing outward FDI are the sectors correcting with the advancement of 
technology which is measured by trademarks registered in domestic office. It is 
evident that China is still in the lower stage of development path, technology 
innovation is still lower than that in advanced countries, but is increasing boosting 
annually, thereby affecting more outward FDI than that in Japan. Labour factor 
also influences outward FDI in China more than that in Japan. The reason is that 
with the transformation of Chinese economic structure and upgrading of industries, 
the pressure of increasing labour cost becomes apparent. The increasing burden of 




After examining the influencing factors, Shortages of China‘s outward FDI has been 
analyzed based on the comparison of FDI between China and Japan. Overall, the 
structure of outward FDI is relatively simplified in sectors, geography and 
ownership for the reason that China is still in the relatively lower stage of 
development path. Chinese firms investing overseas are experiencing the 
problems of lacking assets ownership advantages, which can be the core 
competitive advantage of competing in the foreign market, especially in the 
developed countries. On the one hand, firms without advanced strategic assets can 
only confined in the low-end industries including resource and energy. On the other 
hand, without such assets and experienced managerial skills, the primary part of 
foreign investment of Chinese firms is focused on Asia based on the psychic 
distance in Uppsala model, and on Africa and Latin America based on the 
development path theory. Based on the shortages of Chinese outward FDI, some 
possible development strategies are recommended, which are innovation for the 
firms and liberalization of policies and diversification of investment in sectors and 
regions.  
 
7.2 limitations of the research 
According to methodology and empirical analysis, there are some limitations in this 
study that we have to improve for the further study. First of all, in this paper, the 
determinants of outward FDI are mainly focused on the factors in the home 
countries. Actually, outward FDI are affected by so many kinds of factors not only 
in the country including financial factors, policy factors and technology factors, but 
also in the host countries, such as political stability, financial factors, and policy 
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factors. In the regression analysis, due to the fact that only the factors in the home 
countries analysed, it could not be absolutely accurate without the inclusion of all 
the other factors. However, the purpose is mainly to make comparison of outward 
FDI between China and Japan qualitatively rather than quantitatively, the focus is 
on the analysis that each factor exerts more influences on outward FDI in China or 
in Japan. Secondly, the determinants of outward FDI are based on the previous 
study. There are no too many related theories about why such determinants 
influence outward FDI. In addition, due to the accuracy of outward FDI only with 
determinants in the home country, I did not mention about which factor is most 
influencing outward FDI both in China and Japan.  
 
Secondly, due to the different political system between China and Japan, political 
factors including government regulations, policies, political stability can influence 
outward FDI, this study just analyses the revolution of overseas investment 
policies in China, the comparison about policies between China and Japan has not 
been made. Some other variables, including political relationships with the host 
countries, natural disasters can be the influencing factors, which would affect the 
consistency and linearity of outward FDI.  
 
7.3 Future Study 
This study is only focused on the characteristics of outward FDI and the influence of the 
determinants on the basis of the data in the last 3 decades. Due to the consistency and 
linearity of outward FDI and the variables, it is quite possible to forecast the outward FDI in 
the next one or two decades, also based on the current data. It is a quite interesting filed 
for future study. 
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